STATE OF MAI NE Docket No. 96-598
PUBLI C UTI LI TI ES COW SSI ON
November 15, 1996

CENTRAL NAI NE PONER COVPANY ORDER
Re: Annual Demand Si de Managenent,

Fil ed Pursuant to ARP Docket

No. 92-345

VELCH, Chairnman; NUGENT and HUNT, Conmm sSioners

l. SUMMARY OF DECISION

This proceeding is required under the CVMP ARP to establish a
DSM target for the 1997 cal endar year. W find that the target
for 1997 will be 34 mlIlion kWwh. 1In addition, we require CVP to
attenpt to provide at least 6.25 mllion kW in DSM savi ngs for
each of three custoner groups: residential, comercial and
industrial. W also require CMP to file a report in early 1997
outlining the DSM prograns with which it expects to achi eve these
goals. Finally, we Ilimt the anmount of DSM expense incurred in
1997 that will be recovered in rates to a maxi mum of $3.5

mllion.

11. BACKGROUND
In 1994, the Conm ssion approved a stipulation in Docket No.

92-345(11) that established an Alternative Rate Plan (ARP) for
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CWP. Under that stipulation, CVP nust propose annual savings
targets for CW's denand si de managenent (DSM neasures. These
targets are subject to Comm ssion review and approval. Failure
to nmeet the approved targets can subject CVWP to financi al
penalties ranging from$1.5 mllion to $5 mllion. Because the
ARP i npl enents a price-cap reginme that rewards the Conpany for
i ncreased sales, the ARP created a disincentive for CMP to
continue its DSM efforts. The DSMtarget provisions were included
in the stipulation to ensure that CVMP continued to conply with
statutory requirenents for |east cost resource planning by
engaging in sufficient DSM activities. The target for 1995, the
first year of the ARP, was set in the stipulation at 45 mllion
kWhs. The 1996 target of 36 mllion kWhs was established in a
proceeding litigated before the Comm ssion, Central Maine Power
Company, Annual Demand Side Management Target Filed Pursuant to
the ARP (92-345), Docket No. 95-598.

The present proceeding was initiated when CVWP filed its
proposed targets and supporting evidence on April 5, 1996.
Notice of the proceeding was issued on April 10, 1996. A

preheari ng conference was held on May 6, 1996, at which the
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Exam ner granted petitions to intervene filed on behalf of the
O fice of the Public Advocate (OPA), the Coalition for Sensible
Energy (CSE) and the Industrial Energy Consunmer Goup (lIECG.
The Exam ner adopted a litigation schedul e under which interested
parties provided prefiled testinony to the Comm ssion. The
parties waived evidentiary hearings. Briefs were filed by CW,
the Conmmission's Advocacy Staff', the OPA and the CSE. Reply
Briefs were received fromCW, the Staff and the OPA. The

Exam ner's Report was issued on Cctober 23, 1996 and exceptions
thereto were received on October 30, 1996. The Comm ssion

del i berated this case and reached its decision on Novenber 4,

1996.

I11. CMP"s 1997 DSM TARGET

A. Identifving an Optinmal DSM Tar get

Al t hough the parties dispute the various inputs used to

determ ne an optiml DSM annual target, both CWP and the Staff

“In this Oder, the Conmission's Advocacy Staff is referred
to as "Staff." The Advocacy Staff partici pated and prepared and
filed its Brief in this case without consultation with or
direction fromthe Comm ssion. Qher Conm ssion staff nenbers
were assigned to this case as advi sors.
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agree on the general process enployed. The first step is to
identify the overall technical potential for DSM on CMP's system
How many kWhs per year could be saved if all end-use appliances
on CVMP's systemwere replaced with nore efficient substitutes?
Measuring technical potential involves providing an inventory of
exi sting appliances and avail abl e DSM neasures. This work was
done for CWMP by Xenergy, Inc., a consulting firm Al though the
parties differ in their application of the Xenergy results when
setting CMP' s 1997 DSM target, the results of the Xenergy study
itself are not in dispute in this case.

The second step is identifying economc potential, the
subset of technically avail able DSM that can be done cost-
effectively. Under Chapter 380 of our rules, the appropriate
test of cost-effectiveness is the All Ratepayers Test. Cost-
ef fectiveness is determ ned by obtaining cost data for avail abl e
DSM neasures and then conparing DSM costs per kWh saved to the
costs of providing a kWh on the supply side, 1.e. avoided costs
per kWh. In this manner, it is possible to determ ne how nuch of
the technically avail able DSM savings it woul d be econom cal ly

efficient to obtain.
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Xenergy estimated econom c potential DSM on CV' s
system at about one billion kW per year. This neans that if al
ef ficient DSM appliance changes were done and the new appliances
were used normally for a year, the total reduction in kWs used
on the CVP system woul d be one billion during that year. These
savi ngs woul d persist during follow ng years as well, perhaps
reduced by what woul d have been the natural rate of replacenents
of existing appliances with nore efficient appliances. Al
parties al so appear to be sufficiently confortable with Xenergy's
results as to economc potential to be wlling to work with them
as inputs.

The third step in identifying an optiml annual DSM
target is estimating market potential, the portion of the
econom ¢ potential that can reasonably be expected to be captured
during a given year and still remain cost-effective. Estimates
of market potential generally involve appeals to historical DSM
achi evements and to the experienced judgnent of DSM
professionals. They are typically a small portion of the
econom c potential. W note that if economc potential is one

billion kWh/ year, and if market potential of 50,000,000 kW/year
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is successfully captured, then the renmai ni ng econom c potenti al
for the next year is (about) 950,000,000 kW/year.

The fourth step in identifying an optimal annual DSM
target is the use of a resource optim zation nodel (a conputer
software program UPLAN in this case) to identify the opti nal
target. The nodel includes the market potential DSM as an
avai |l abl e resource, as well as existing and avail abl e supply side
resources, and cost data for each. DSMthat has already been
contracted is treated as an existing resource. A |oad forecast
for the planning period is provided and the nodel determ nes the
conbi nation (portfolio) of resources that can neet the utility's
projected | oad at | east cost over the planning period.” Least
cost in this sense neans | owest overall utility revenue
requirenent. The portfolio selected by the nodel includes the
optimal DSM target for the upcom ng year

As we determned in last year's case, nore or |less than
the optimal DSM | evel may be inplenmented to avoid rate inpacts or

to further pronmote environnental goals. In either case, however,

> The parties agreed to use a 15-year planning period in
this proceeding, instead of the 30-year period used in previous
resource nodeling efforts.
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the total dollars passing fromratepayers to the utility for the
same end-use services wll likely be greater. This illustrates
the economc efficiency of DSM when inpl enented according to

| east cost planning principles.

B. Di sputes of the Parties

1. UPLAN Pr obl ens

During the early stages of this proceeding,
i nconsi stencies in nodeling results due to the use of two
different versions of the UPLAN program caused difficulty anong
the parties and led Staff to judge that the nodel's outputs could
not be relied on. These difficulties were largely resol ved by
the time CVWP filed its supplenental rebuttal testinony, which
expl ai ned why the prior inconsistencies occurred. Once the
nmodel i ng di spute was resol ved, Staff was able to conplete a
nunber of optim zation runs, using input assunptions that
corrected what it believed were CMP errors. It appears that the
parties are now confortable that nodeling problens in the
prograns have been resolved sufficiently so that our inquiry can
focus on the input assunptions, where the parties retain

significant differences.
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2. Load Forecast

As ordered by the Commi ssion in |ast year's case,
CWP prepared a revised | oad forecast based on its Fall 1995 kW
Sal es Forecast adjusted to reflect energy managenent savi ngs
relative to Decenber 1995. This forecast projects 1% growth over
the next five years, which is alnbst 60 MVIower in 1997 and 142
MV | ower in the year 2000 than previous projections. CWM asserts
that this change in |load forecast is a significant reason for the
reduced need for additional energy resources indicated by its
nmodel runs. The Staff and OPA do not object to the | oad forecast
itself but disagree that its being |ower than the prior forecast
has a significant inpact on the econom c energy savings
potential. Wtnesses for both parties agreed that the nere fact
that a | oad forecast is | ower does not necessarily require a
simlar drop in optinmal DSM | evel s, because the sel ection of DSM
as a resource is driven by the relationship between DSM costs and
avoi ded costs, not total |oad. Overall |oads may grow or
decrease dramatically, but optimal DSM | evel s may renain
unchanged because cost factors dictate the | evel of DSM which is

cost effective. Simlarly, optimal DSM | evel s may change
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dramatically if the cost of acquiring the DSMresource or the
utility’ s avoi ded costs change even though overall load is
unchanged. ®

It is possible that a | ower |oad forecast could
contribute to | ower avoided costs and thereby reduce the nunber
of econom c energy savings projects. However, it appears that
slightly higher avoided costs were used in estimating economc
potential for this case than were used in Docket No. 95-598. No
party produced a sensitivity analysis to answer the question
definitively. W agree wth Staff and OPA that the | ower | oad
forecast used in this case is not a significant factor in the
| ower energy savings target produced by CVMP' s nodel runs. Wile
CWP has produced a | ower | oad forecast for use in this case, it
has failed to denonstrate that this |lower forecast has altered in
any way the cost relationship between DSM costs and avoi ded costs

whi ch drives the selection of an optimal anount of DSM

® The latter effect, a change in optimal DSM | evels due to a
change in DSM acquisition costs, is inplicated by the parties
differing input assunptions regarding CMP's DSM costs. This
subj ect is discussed again bel ow.
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3. Pot enti al DSM Savi ngs

The parties presented varying ideas about the
anount of DSM potential that should be provided as input to the
DSO nodel. The OPA describes how, it believes, CVMP m scal cul ated
t he avail abl e amobunt of DSM by considering all economc DSMto be
ti me- dependent and dividing each neasure by its estimated useful
life. OPA believes that there exists non-tine-dependent retrofit
and new construction DSM that should be added to the time-
dependent burnout and replacement DSM wi t hout dividing by useful
life. The Staff believes that CMP m sinterpreted Xenergy's
techni cal potential nunbers as being cunmul ative fromyear-to-year
rather than representing the total savings achi eved annually.

CWP thinks that OPA and Staff are both overestimating the
potential avail able by not recognizing the market potenti al

al ready achi eved for sone neasures, such as "bundl e-up”, and the
fact that some custoners will not accept econom c energy saving
measures for a variety of reasons not related to economi cs.

W agree with Staff and OPA that CWMP' s division of
econom c potential by neasure life incorrectly reduces the anount

of available DSMinput into the nodel. DSM occurring at the tine
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of appliance replacenent is inportant, and perhaps especially
attractive as a target for the marketing of cost-effective DSM

It is not, however, the only cost-effective DSM avail able. CW's
error is conpounded by its use of the expected life of the

replacement applications, rather than the expected useful life of

the original appliances that woul d have been repl aced by the
newer, nore energy-efficient nodels. Therefore, CVMP has failed
to accurately inplenment even its own idea to limt the avail able
DSM to repl acenent neasures. Furthernore, we believe that
custoners' reluctance to accept repl acenent appliances before the
end of the ol der appliance's useful life is nore properly

consi dered when adjusting for market potential. |In other words,
custoner reticence should be reflected in CV's historic market
penetration rates, discussed in the follow ng section.

4. Mar ket Penetration

Starting with its estimate of over 1,000 mllion
kWh of technical potential, Xenergy culled out the non-economc
measures by conparing each neasure to 1994 avoi ded costs. Then,
as descri bed above, CWP divided the result for certain selected

measures by the useful life of each neasure. Next, CMP applied
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its estimate of a 30% market penetration rate (wWth sensitivities
of 15 and 50% to provide an estimate of avail able energy savings
of about 67 mllion kWwh as input to the nodel. The resulting
nmodel output is 8 mllion kWh. To this amunt CMP added 9
mllion kWh to account for already contracted Power Partners
prograns and 3 mllion kW for judgnental reasons. Therefore,
CVMP' s proposed DSM target for non-Power Partners prograns is 11
mllion kWwh and its overall target (including Power Partners) is
20 mllion kWwh.

As di scussed above, Staff omts the useful life
reduction but applies | ower nmarket penetration rates of 8 to 11%
to arrive at a nodel input of 75.5 mllion kWh (113 mllion kWh
inits "high" case). W agree that Staff's figures best reflect
the historical acconplishments of CMP and represent the best
approxi mation of CMP's future marketing success. Enploying its
| oner market penetration rates, Staff's runs of the Demand Side
Optim zation (DSO nodel produced an optinmal amount of 22 mllion
kWh (30 mllion kWh in the "high" case) of DSM savings. Then,
Staff added 3 mllion kWwh to adjust for CVMP s high DSM neasure

costs to result in an overall target of 34 mllion kW, including
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9 mllion of Power Partners. Staff's proposed DSM target for
non- Power Partners prograns is 25 mllion kWh.

The OPA agrees with Staff that CVMP has overly
constrai ned the DSO nodel by meking too little energy savings
avail able as an input. Wthout the benefit of nodel runs but
using logic and past history as a guide, OPA believes that CW
shoul d be able to manage DSM prograns that woul d produce 50
mllion kWh of energy savings including Power Partners. However,
OPA recommends a |l ower target of 36 mllion kW that woul d not
cause upward pressure on electricity rates.

5. DSM Measure Costs

Staff, supported by OPA, argues that CWP used
i nappropriately high DSM neasure costs as inputs for its UPLAN
optim zation runs. CMP used $.252/kWh, which reflects its 1993
costs of $.256/kwWw. CMP's costs for other programyears were
of ten bel ow $. 200/ kWh; the wei ghted average for 1993 through 1995

is $.207/ kwh. CW's figure is nore than 20% hi gher than this
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average and would result in considerably | ess DSM bei ng sel ect ed
as optimal by the nodel.*

CWVP responds that 1993 is the nost recent year
wWith conplete cost data that is representative of the Conpany's
current DSM activities. Staff counters that the appropriate cost
data woul d be for end-use neasures in the options provided to the
nodel , not data for CMP's current activities.

W agree with Staff that end-use cost data woul d
be appropriate and that convincing support for using costs that
are representative of only CW' s highest cost year has not been
given. W expect that the result is a dowward bias in the
anount of DSM sel ected by the nodel.

6. Anal ysi s

Under traditional regul ation, and under the
principles carried forward into the ARP, the proper application
of | east-cost planning principles is inportant in designing a

power systemthat neets electrical denmand at the | owest possible

* As discussed earlier, the use of higher DSM costs will
result in the selection of a | ower anmount of optinal DSM
Staff's target included a judgnental adjustnment of 3 mllion kW
to reflect this effect.
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cost.®> Both supply-side and demand-si de resources shoul d be
considered, as it is often the case that demand-si de resources
are | ess expensive than supply-side resources over the useful
life of each resource. Lotus Consulting G oup's UPLAN Dynam c
System Qptim zation Mddel is a useful conputer tool that conpares
resources with | oad over many years, naking the nmassive quantity
of cal cul ations necessary to produce the | east possible system
cost. The nodeling process is not perfect, however, and
assunptions about future events are far fromperfect. Today's
power systemis not optinmum and systens planned for the future
will not be optinmumno matter how nmuch effort and intelligence
are put into the planning process.

Proceedi ngs before the Comm ssion that involved
| east-cost planning have al ways been contested at every |evel and
this proceeding is no different. Each party has applied
different judgnents to the conputer nodels, the input

assunptions, and the neaning of results.

> W& express no opinion here concerning the extent to which
| east cost planning and DSM shoul d have a role in a restructured
el ectric industry.
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The nore that nodel inputs are judgnentally
constrained, the less valid are the nodel's outputs. Put another
way, the nore that inputs are determ ned by the exercise of
“judgnent,” the nore the end product of the nodel run wl|l
reflect that judgnment and the less it will reflect the underlying
predi ctive power of the nodel itself. It follows that when the
i nputs are constrained by reducing the potential energy savings
t hrough dividing by useful life or estimating market penetration
per cent ages, the options fromwhich the nodel can choose are very
limted. The nodel's function is to nake optinum econom c
decisions. |If the nodel does not have the opportunity to choose
fromless than fully-constrained options, the result will be |ess
than optinum That is not to say that neasures should not be
constrained at all. It would be unrealistic for the nodel to be
allowed to select only the single nbst econom c neasure with al
ot her neasures or generation sources being rejected.

C. Deci si on _and Expl anati on

CWP has proposed a 1997 DSM target of 20 mllion kW,
at a cost of about $2 mllion. Staff has proposed a target of 34

mllion kWh, at an estinmated cost of about $3.5 mllion. OPA has
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proposed a target of 36 mllion kW, at a cost of no nore than $5
mllion. Staff witness Reishus estimates the rate inpact for the
CWP proposal at under 0.2% and for the Staff proposal at under

0. 3%

CWP DSM costs are of two types: "hard,” which are
deferred and coll ected through an anortization; and "soft," which
are collected on an as-spent basis, with reconciliation.

Col l ections of both kinds are in CMP's rates. [In 1995 CWP
collected $5 mllion in soft costs and $5.8 mllion in hard
costs. In 1995 CWP spent $8 mllion in soft costs and $4 nmillion
in hard costs.

The dol |l ar value of CVMP's DSM savi ngs depends on its
avoi ded costs and on its DSM neasure costs, which are in dispute,
and on the m x of DSM neasures inplenented and their benefit/cost
ratios. There is sonme uncertainty and di spute about all of these
nunbers. Last year, OPA's consultants estinmated that 36 mllion
kWh coul d be achieved with a benefit/cost ratio of 1.92. |If this
ratio were applied to Staff's proposed 34 mllion kWh at a cost
of $3.5 million, the value of the DSM savings is about $6.7

mllion.
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The short-termrevenue and (pre-tax) profit inpact on
CWP of its DSMactivities presents an interesting question.?®
CWP's FERC Form 1 for 1995 shows average revenues at 9.6
cents/kWw. CMP's nost recent "settlenent" avoided costs for 1996
are 2.7 cents/ kW (annual, first decrenent). This would suggest
that CVWP' s average profit on incremental sales is about 6.9
cent s/ kWh, al though probably [ ess for the kWwh that woul d be sold
but for DSM (DSM currently concentrates in the | arger custoner
classes). Five cents per kWh may be a reasonabl e rough
approximation for the lost profits on DSM kWhs.

The revenue inpact of CVMP's proposed 20 mllion kW of
DSM woul d be a loss of $1.9 million. The profit inpact would be
a loss of about $1 million. These |osses would continue each
year, until CMP's rates are adjusted in a rate case. |If simlar
anounts of DSM were done in the next year, another series of
annual | osses would be established in addition. For Staff's 34
mllion kWwh of DSM the revenue inpact is $3.3 mllion, the

profit inmpact $1.7 mllion.

® The calculations that foll ow are necessarily inprecise and
are done for the purpose of illustration only.
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The profit value to CWP of doing 20 mllion kW instead
of the 45 mllion contenplated when CVMP's rates were calibrated
inthe ARP Stipulation is $1.25 mllion, for every succeeding
year. |If a simlar amount of DSMis avoided in a subsequent
year, a simlar series of additional profits is achieved. It
shoul d be no surprise that electric utilities have limted
ent husi asm f or DSM

G ven these paraneters and the precedi ng di scussion
what is the nost reasonable proposal for CVW's 1997 DSM t arget ?
In our consideration of the disputes of the parties we generally
preferred Staff's position. Staff's positions were al so
supported or arrived at independently by OPA. W recogni ze that
virtually every variable in the equations used to produce an
appropriate target is subject to substantial amount of judgnent.
We further recognize that the parties will reach differing
concl usi ons when exercising their independent judgnent. W are
struck, however, by sone of the nethodol ogical errors in CW's
analysis, errors that are difficult to explain except as an
attenpt to artificially restrict the anmount of DSM found to be

cost-effective.



Order - 20 - Docket No. 96-598

The nost inportant dispute was over the anpunt of
achievable DSMto be input into UPLAN. Here CW's "neasure |ife"
adjustnment resulted in arbitrarily allowing only 1/14 of
avai l abl e cost-effective DSMto be input. Staff corrected the
DSM i nput and produced optim zation runs choosing 22 mllion kW
(average case) and 30 mlIlion kWh (high case). Adding to the
average case the 9 mllion kWh of already contracted Power
Partners, the optim zation run entailed a DSMtarget of 31
mllion kWwh. CMP's high DSM neasure cost inputs were not changed
in Staff’s run. To correct for this, a reasonable (though
necessarily inprecise) 3 mllion upward adjustnent brings the
total to Staff's recommended target of 34 mllion kWwh. W find
this to be a nore reasonabl e target than CW' s.

In |last year’s DSMtarget case, CWP noted that the
electric utility environnent was evol ving, and now required CWP
to have greater flexibility to develop efficiency initiatives
that pronoted its corporate goals. These goals included the
devel opnent of custoner |oyalty, enhancenent of the value of CW
products and services and the targeting of efficiency nmeasures to

mnimze price pressures. In response, this Conm ssion granted
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CVMP' s request for exceptional flexibility to neet the aggressive
savings targets established for 1996. W suggested that CW
coul d achieve its kW savings in new residences or new and
expanded busi nesses and encouraged CMP to devel op i nnovative
approaches to DSM t hat woul d have conbi ned traditional energy-
saving goals with the Conpany’s marketing goals.

I nstead of creatively enploying this flexibility to
conbi ne DSM activities with econom c growh prograns, CMP appears
to prefer to allowits DSM prograns to wither. The record in
this proceeding reveals that CVMP has not identified any prograns
that conbined, with any creativity, DSM narketing and econom c
devel opment. This failure of imagination or, at |east, the
failure to communicate the fruits of that inmagination effectively
i s profoundly disappointing.

In this case, CWP argued agai nst the use of a bidding
process by stating once again that CMP should be permtted to
pursue its corporate goals through the direct contact with its
custoners provided through DSM services. |If CWP truly believes
that it needs this continued direct custoner contact, it should

be prepared in the future to denonstrate how it has
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constructively enployed the opportunities offered in these

pr oceedi ngs.

IV. STAFF®*S RFP RECOMMENDATION

A Legal Authority to Require RFP Process

Staff, supported by the OPA and CSE, has recomrended
that the Conm ssion require CVMP to issue a request for DSM
proposal s and allow the bids received to set the 1997 target.
CWP opposes this proposal, arguing that it would be inconsistent
with the provisions of the ARP. W need not address the | egal
argunents raised by CMP since we determne that we wll not
require the use of a bidding process.

Al t hough we choose not to inplenment a bidding process
at this tinme, we recogni ze that such an approach bears severa
advantages to the present process. Staff observes that while the
ARP Stipul ation and the Comm ssion Order approving it envisioned
a consensual annual DSM target proceeding, the experience of the
| ast two years indicates that the degree of difference between
utility and non-utility parties is vast, leading to protracted

[itigation and unresol ved di sagreenent. Staff's RFP
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recommendation would elimnate this litigation. Furthernore, the
Power Partners exanple shows that DSM contracts can be at well

bel ow avoi ded cost with adequate verification (another area of
potential difficult litigation). |In addition, in such instances
the risk that expected savings may not be achieved is borne by
the contractor, instead of the utility.

Nonet hel ess, we choose not to require CVP to use an RFP
approach in the comng year. W reach this conclusion for two
primary reasons. First, although we do not rule definitively on
the question, our legal authority to require the use of a bidding
programis not clear. Even if our authority were clear, we would
hesitate to require the use of a process that was not
contenpl ated by the parties when they agreed to the ARP
Stipulation. Second, we are troubled by the open-ended nature of
a bidding program Such a process mght result in an
unacceptably | arge anmount of DSM being contracted for. Even if
the resulting DSM neasures were all cost-effective, a prohibitive
rate inpact mght result.

Finally, although we reject a bidding programin this

case, we put all parties on notice that this subject will be
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revisited and explored in greater detail during the md-term ARP
review. That proceeding is a nore appropriate forumin which to
consi der such changes to the ARP and will provide nore tine in
whi ch to consider the issues raised by the potential use of a

bi ddi ng process.

V. OTHER RECOMMENDAT IONS

A Reporting and DSM Pl an

Staff, with the support of the Public Advocate,
recommends that the Comm ssion require CVP to file a DSM pl an
early in 1997 specifying how the Conpany will achieve its 1997
target. The plan would not require Conm ssion approval and could
be subsequently changed by CWP if circunstances required. Staff
believes that the plan is needed so that other parties can have
better information about CMP's DSM activities than is provided by
Chapter 380 quarterly reports. Staff reports to be frustrated in
its efforts to obtain such information from CVMP during 1996 and
expl ai ns why, based on the scant reported achi evenents and vague
statenents regarding plans, it has doubts that CMP will achieve

its 1996 target.
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We note the dearth of information in this record about
CVWP' s 1996 DSM performance, and we note as well that when given
the chance to produce further evidence in its Briefs, CVWP sinply
stated that DSM performance is addressed in the penalty nechani sm
of the ARP Stipul ation.

G ven the above facts, we find that Staff's
recomendation is reasonable and we approve it. It wll inpose
little additional regulatory burden and can be viewed as a nore
preci se restatenent of our intent in the 1996 DSM order.

B. Sector-specific DSM Goal s

The Public Advocate has urged the Comm ssion to
establish sector-specific DSM goals, so that the econom c
efficiency gains of DSM may be shared equitably by all of CVWP' s
custoners. The OPA points out that the ARP creates incentives
for CMP to offer DSMto its |arger custoners with conpetitive
options, those who already have discounted rates. Simlarly, the
CSE proposed that this Conm ssion require CVP to devel op a DSM
program specifically for small businesses. W note that nost of
CVMP's reported 1996 DSM appears to benefit the | arge commerci al

and i ndustrial sectors.
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We agree that both residential and snmall comrerci al
custoners shoul d receive at | east sone share of the DSM benefits
that we are here requiring CMP to provide. At the sane tinme, we
recogni ze that CWP nust retain sufficient flexibility to take
advantage of its best opportunities for DSM projects. Therefore,
we require CMP to obtain at least 6.25 mllion kW of DSM savi ngs
in each of three custonmer classes: (1) residential custoners; (2)
commercial custoners; and (3) industrial custoners. Any savings
obtai ned in 1997 under previously contracted Power Partners
prograns are not to be credited toward neeti ng the above targets.

C. | ndependent DSM Verification

The Public Advocate, citing Staff expectations of
upcom ng controversy over the verification of CVMP''s 1996 DSM
savi ngs, recommends enpl oynent of an independent consultant to
perform DSM verification. Wile we share the Staff and OPA
concerns, we expect that CWP's 1997 DSM pl an wi I | det ai
reasonabl e verification nmethods. |If this does not occur, we wl|

reconsi der this recommendati on.
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D. Limtation on Recovery of DSM Costs

One final issue that was not briefed by the parties but
whi ch requires our attention involves the recovery of DSM costs.
It has been the practice before this Conm ssion to permt CWP to
recover the cost of all cost-effective DSM activities undertaken
by CWP. G ven the possibility of future electric industry
restructuring to pronote a nore conpetitive market for electrica
energy, there has been growi ng concern over the potenti al
recovery of utilities' stranded costs. Staff's testinony in this
proceedi ng indicates that CW' s previously-incurred DSM expenses
are expected for the near future to exceed the ARP's $7 million
annual recovery "ceiling" for DSM costs. This creates the so-
call ed "snowpl ow' effect in which CVMP is unable to recover all of
its DSM costs in each year, resulting in a grow ng unrecovered
anount. There was additional evidence in this proceeding that
CVWP may not be achieving its DSM savings in the nost econom cal
ways, thus pronpting Staff's suggestion to institute a bidding
process for DSM servi ces.

To mnimze the growh of additional unrecovered DSM

costs and to create an incentive for CMP to achieve its DSM



Order - 28 - Docket No. 96-598

savings in the nost efficient manner possible, we will limt
CVWP' s recovery of DSM costs incurred in 1997 to a maxi mum of $3.5
mllion. This figure represents Staff's estimte of CMP' s costs
to acquire the 34 mllion kWh in DSM savings required by this
Order. Although we do not require the use of conpetitive bids in
this Order, that option renains available to CMP if it believes
that the use of a bidding process mght assist it in neeting its

savings target within this cost ceiling.

V1. CONCLUSION

Therefore, it is

O R D ER E D

1. That CVP's DSM savings target for 1997 is 34 mllion kW.
Wthin this overall target, CWP nust obtain at |east 6.25
mllion kWh in savings fromeach of the follow ng three
custoner classes: (1) residential custoners; (2) commerci al

custoners; and (3) industrial custoners;
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2. That CWP shall file a report with the Conm ssion no | ater
than February 1, 1997, describing, in detail, the prograns
it intends to use to obtain the DSM savi ngs required by
Par agraph 1; and

3. That CVWP may not recover nore than $3.5 million of any net
present val ue DSM expenses incurred in cal endar year 1997.
Dat ed at Augusta, Mine this 15th day of Novenber, 1996.

BY ORDER OF THE COW SSI ON
Chri stopher P. Sinpson
Adm ni strative Director
COWMM SSI ONERS VOTI NG FOR: Wl ch

Nugent
Hunt
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NOTI CE OF RI GHTS TO REVI EW OR APPEAL

5 MRS A 8 9061 requires the Public Uilities Conm ssion
to give each party to an adjudicatory proceeding witten notice
of the party's rights to review or appeal of its decision nade at
t he concl usion of the adjudicatory proceeding. The nethods of
revi ew or appeal of PUC decisions at the conclusion of an
adj udi catory proceeding are as foll ows:

1. Reconsi deration of the Comm ssion's Order nay be
request ed under Section 1004 of the Comm ssion's Rul es of
Practice and Procedure (65-407 C MR 110) within 20 days of
the date of the Order by filing a petition with the

Commi ssion stating the grounds upon which reconsideration is
sought..

2. Appeal of a final decision of the Conm ssion nay be
taken to the Law Court by filing, within 30 days of the date
of the Order, a Notice of Appeal wth the Adm nistrative
Director of the Comm ssion, pursuant to 35-A MR S. A § 1320
(1)-(4) and the Maine Rules of Cvil Procedure, Rule 73 et
seq.

3. Addi tional court review of constitutional issues or

i ssues involving the justness or reasonabl eness of rates may
be had by the filing of an appeal with the Law Court,
pursuant to 35-A MR S. A § 1320 (5).

g

The attachnent of this Notice to a docunent does not
indicate the Comm ssion's view that the particul ar
docunent may be subject to review or appeal.

Simlarly, the failure of the Conm ssion to attach a
copy of this Notice to a docunent does not indicate the
Comm ssion's view that the docunent is not subject to
revi ew or appeal.




